
Section Z85.JU5 p) 
Page 81 of 182 

slightly below targeted measures while Cash Row urget was exceeded. Our 2001 EBIT performance was 
negatively impacted by a one-time early retirement and severance charge due to corporate restructuring, which 
was not included in our target. For ?ooO, our Operating Margin and EBIT performance fell slightly below 
targeted measures while Cash Row and RONIC urgers were exceeded. Our 2000 EBIT performance was 
negatively impacted by a one-time early retirement and severance charge related to the merger of Illinova and 
Dynegy, which was not included in our target. 

In 1999, our operations were divided into four reportable segments: Customer Service. Wholesale 
Energy. Xuclear and Other. The business groups and their principal services in 1999 were as follows: 

- Cusroiner Senice Business Group-transmission. distribution and sale of electric energy; distribution, 
transportation and sale of natural gas in Illinois. 

U/iio/esa/e Energy Business Group-fossil-fueled electric generation in Illinois, wholesale electricity 
transactions throughout the United States and dispatching activities. 

iVuciear Generation Business Group-nuclear-fueled electric generation in Illinois. 

Ortier--?his category included the financial support functions such as accounting, finance, corporate 
performance, audit and compliance, investor relations, legal, corporate development, regulatory, risk 
management and tax services. Also included in this group were specialized support functions, including 
information technology. human resources. environmental resources, purchasing and materials management 
and public affairs. 

* 

* 

* 

Customer Service - Transmission, Disrribicrion and Sale of Electric Energy and Gus. The Customer 
Service Business Group deriyed its revenues through regulated tariffs. Its source of electricity was the Wholesale 
Enerzy Business Group and the Nuclear Business Group. Electricity was provided to the Customer Business 
Group at a fmed 3.9 cents per kilowatt-hour for the first nine months of 1999. During the last quarter of 1999 
electricity was provided to the Customer Service Business Group at the power purchase agreement price between 
Illinois Power and DMG. 

Wholesale Energy. The Wholesale Energy Business Group derived its revenues by providing electricity 
primarily to the Customer Service Business Group. Electricity was provided at 2.9 cents per kilowatt-hour for the 
nine months ended September 30, 1999. During the last quarter of 1999, electricity was provided at the power 
purchase agreement price between Illiois Power and DMG. 

Nuclear. During 1999, the Nuclear Business Group revenues consisted of collections from customers 
under tariff riders to fund the decommissioning trust and 2.9 cents per kilowatt-hour generated and sold to the 
Customer Service Business Group. The nuclear assets were sold to Amefien on December 15.1999. 

Orher. Included in this category were the Financial Business Group, the Support Services Business 
Group and other corporate functions. These segments did not individually meet the minimum threshold 
requirements for separate disclosure. 

For additional information, please read “Note 13Segmen t s  of Business” to the audited financial 
statements included in our annual report on Form 10-K for the year ended December 31,2001. - 
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Twelve-Month Periods Ended December 31,1999,2000 and 2001 

Elecrric Operations. For the years 1999 through 1001. electric revenues, including interchange, 
decreased 29% and the gross electric margin decreased 52% as follows: 

(>lillionr of Dollars) 2001 lQQa 1999 _ _ - ~  
Electricrevenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S1.137.1 Sl.lS9.1 $1,178.6 
Interchann, -e revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .7 2.7 420.2 
Fuel cost & power purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (661.8) i729.3) (612.3) 

Electricmargin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S 176.0 S 462.8 $ 986.5 
__-- 
__--  --- 

The components of annual changes in electric revenues were: 

2lm1 2QQa -- W i l L i O n s  of Dollars) 

Plice . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S(65.3) S(39.8) 
Volume and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13.1 50.6 

Revenue increase (decrease) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S(52.3) S 10.8 
-- 
_ _ -  ~- 

2001. Electric revenues including interchange sales were lower in 2001 due to industrial customers 
purchasing energy from alternative retail electric suppliers and a downrum in economic conditions. 

2W0. Electric revenues excluding interchange sales remained relatively constant. The si,pificant 
reduction in interchange revenues is due to the transfer of the fossil genenting units to Illinova in October 1999, 
the sale of the Clinton Power Station. referred to as “Clinton,” to AmerGen Energy Company, referred to as 
“AmerGen,” in December 1999 and OUT strategic focus on the transmission and distribution business. 

The cost of meeting our system requirements was reflected in fuel costs and power purchased. Changes 
in these costs are detailed below: 

zoo1 ZOO0 -- Millions of Dollus) 

Fuel for electric plants .................................................. S - $(191.2) 
Power purchased ...................................................... (67.5) 308.2 

Total increase (decrease) ............................................ S(67.5) $ 117.0 
_ _ -  
_ _ -  -- 

System load requirements, generating unit availability, FueTprices, purchased power prices, resale of 
energy to other utilities, the transfer of our wholly owned fossil generating assets to JJlinova on October 1, 1999 
and the sale of Clinton to AmerGen caused changes in these costs. 

2001. The decrease in power purchased cost was primarily due to lower customer demand related to 
the industrial downturn and fewer units purchased due to industrial customers choosing alternative energy 
suppliers, partially offset by increased power purchase agreement per unit costs. 

2000. With the transfer of the fossil generating units to Illinova and the sale of Clinton to AmerGen. 
we no longer incur any fuel costs for electric plants. Conversely, a significant increase occurs in power purchases 
due to the power purchase agreements in effect with DMG and AmerGen. which simulate fuel cost and operating 
expenses. 
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Gas Operarions. For the years 1999 through 2001. gas revenues, including transportation, increased 
5770, while the gross mar_& on gas revenues increased 3% as follows: 

(3lillions of Dollarrl LO01 LWO 1999 

Gas revenues . . . .  . . . . . . . . . . . . . . .  S 469.8 3388.0 $ 298.9 
Transportation revc . . . . . . . . . . . .  6.8 5.5 5.5 
Gas cost .......... (332.8) (252.7) (165.1) 

Gas mar,' Oin . . . .  ................................. $ 143.8 $ 140.8 5 139.3 

--- 

...... . . . .  - _ _ -  
--- __--  

1999 (Millions or T h e m  Cnlas Otherwise Xoted) 

Therms sold 539 374 553 
270 

. . . . . . . . . . . . . . . . . . .  823 833 

- zwo - LOO1 - 
... . . . . . . . . . . . .  . . . . . . . . . . .  

- Therms transponed . 259 - 
- - - . -  

Total delivered . . - - 
Average cost per therm delivered ........................ 53.9 cents 48.3 cents 26.8 cents 

Changes in the.cosr of gas purchased for resale were: 

(hlillions of Dollars) 2001 zoo0 

Gas purchased for resale: 
cost . . . . . . . . . . . . .  ....................... .... $ 29.6 $127.7 

.................... ............................ (30.0) 4.0 
.................................. 80.5 (44.1) 

Total increase ...................................................... $80.1 $ 87.6 

_ _ -  

-- 
_ _ -  -- 

The 2001 and 2000 increase in gas costs was attributable to market conditions that caused natural gas 
prices to reach unprecedented highs partially offset by the effects of the Uniform Gas Adjustment Clause. 

A comparison of si,gificant increases (decreases) in other operating expenses, Other Expenses. 
maintenance. and depreciation and amortization for the last two years is presented in the following table: 

6vai0~ or DOUSIS) 2w1 2 0 0  

Other operating expnses  ................................................ S (1.2) $(323.4) 
Retirement and severance expense.. ....................................... (15.7) 31.0 

..................................................... (3.1) (50.1) 
Depreciation and amortization ............................................ 3.9 (50.0) 

The decrease in operating and maintenance exp-ense for 2001.is primarily due to incremental operating 
efficiencies, while the decrease in 2000 is primarily due to the transfer of the fossil generating assets to Illinova 
on October 1,1999 and the sale of Clinton to AmerGen on December 15,1999. 

~- 

In 2001, we offered an early retirementlseverance program to effectuate a reorganization. In 2000, we 
offered-ul early retirementlseverance program related to the Dynegy-Illinova merger. 

Depreciution and Amortimrion. Depreciation and amortization increased from $77.6 million in ZOO0 
to $80.9 million in 2001 primarily as a result of plant additions in the ordinary course of business. The decrease 
in depreciation and amortization from $151.8 million in 1999 to $77.6 million in 2000 was attributable to the 
transfer of our fossil generating assets in 1999. 
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Amonizarion ofRegirlaton. Assets. Amortization of regulatory assets increased slightly from $50.6 
million in 2000 to S51.2 million in 2001. The increase in amonization of regulatory assets from S26.4 million in 
1999 to 550.6 million in 2000 was attributable to improved financial performance in 2000. which allowed 
additional amortization within the provisions of the return on equity collar. 

Operarins Income. Opeming income increased from 5156.0 million in 2000 to 5166.5 million in 2001 
primarily as a result of incremental operating efficiencies and differences in two separate early retiremend 
severance programs. The decrease in operating income from S217.7 million in 1999 to Sl56.0 million in 2000 
was attributable to the transfer of our fossil generating assets and Clinton Power Station in 1999. 

Orher Income and Drdircrioris - Ner. For year 2001, total other income and deductions-net increased 
by $43 million from SI 16.7 million to Sl21.5 million primyily due to favorable results from 3n insurance 
investment and a litigation settlement. partially offset by a decrease in interest income from affiliates and reduced 
revenues from non-utility SUPPOK services. The increase in loa0 of other income and deductions-net was 
attributable to interest on the Illinova note offset by increased taxes related to non-utility income. 

Inrerest Chnrges. Total interest charges. including Allowance for Funds Used During Consmction, 
decreased S16.0 million and S6.4 million in 2001 and 2000. respectively. primarily due to the redemption of 
Transitional Funding Trust Notes. and lower interest rates on variable Mortgage Bonds. For additional 
information. please read “Note 9-Long-Tern Debt” to the audited financial statements included in our annual 
report on Form 10-K for the y e s  ended December 31,2001. 
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iVine-,\Jonfh Periods Ended September 30, 2001 and 2002 

Electric Sales Revenues- 

. . . . . . . . . . . . . . .  . . . . . . . .  

Other . . . . . . . . . .  . . . . . . . . . .  

TransmissionP&heeling . . 
Total Electric Revenues ......................................... 

Electric Sales (In kWh)- 
Residential ................................. . . . . . . . . . . . . . .  ...... 
Commercial . . . . . . . . . . .  ... 

Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Industrial-distribution* ...................................................... 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Sales to ultimate consumers . .................... 
Interchange . . . . . . .  

Total Electric Sales . . . . . . . .  ...................... 

Residential ............................................................... 
Commercial ............................................................... 

. . . . . . . . . . .  . . . . . . . . . . . . . .  

Gas Sales Revenues- . .  

..................................... 

....................... ...................... 
Revenues from ultimate consumers ......................................... 

Transporntion of customer-owned gas ......................................... 
Sales to affiliates .......................................................... 

TotalGasRevenues ...................................................... 

Residential ............................................................... 
Commercial ............................................................... 
Industrial ................................................................ 

Sales to ultimate consumers ............................................... 

Gas Sales (In Therms)- . .  

Transportation of customer-owned gas ......................................... 
Total gas sold and transported .............................................. 

Sales to affiliates .......................................................... 
Total Gas Delivered .................................................. 

Nine rnonllu ended 
September 30. 

2002 ZDol 

(In \Iillionsl 

S 3-15 S 3-16 
26 1 3 7  

I 
117 117 

4 3 
39 30 

859 853 
7 I 

30 33 
$ 896 S 887 

4,342 4.160 
3,334 3,308 

2 39 
4.719 4,754 
1.921 1,937 

282 285 
14.600 14,483 

I 2 
14.601 14,485 

$ 161 $ 231 
58 91 
18 38 
2 4 

239 370 
5 

8 9 
$ 241 $ 38-1 

214 235 
90 99 
41 52 

345 316 
180 185 
525 56 1 
20 17 

545 578 

-- 

- 

_ _ -  

-- 
-- -~ 

-- 
-- 
-- -- 

-- 
- 
-- 
-- -- 

-- 
-- 
-- 
-- -- 

* Dirgbulion of customer-owned energy. 
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Sine-Month Periods Ended September 30,2001 and 2002 

Operating revenues in 2002 decreased SI25 million primarily due to decreased gas prices. lower 
transportation revenues. unfavorable weather compared to last year and decreased late payment charges. Electric 
revenues reilccted slightly higher sales volume due to favorable weather and resolution of a contingent liability 
for a bulk power billing dispute offset by a 5% residential rate reduction eifecrive May 1.2002. 

Operating expenses. excluding income taxes. decreased $126 million in 2002 compared to 2001 
primarily due to significantly lower market prices for natural gas purchases, lower gsnerd taxes. and lower gas 
volumes purchased. 

Depreciation and amortization was $61 million in 2002 and 1001. 

Amortization of regulatory assets was $38 million in 2002 and 2001 

Operating income decreased from $147 million in 2001 to $ 1 3  million in 2002 primarily as a result of 
unseasonably mild heating season weather in 2002.. a general economic downturn and a 5% residential rate 
reduction effective May 1, 2002. 

Other income decreased from S94 million to SS? million and includes interest income of SI28 million in 
2002 3s compared to $127 million in 2001. Miscellaneous-net in 2001 included favorable insurance and 
litigation settlements while 2002 also included a favorable litigation settlement. Interest expense period-to-period 
decreased S11 million reflecting lower average long-term debt balances coupled with lower interest charges on 
short-term debt. 

Cash flow from operating activities totaled $219 million for the nine-month period ended September 30, 
2002. compared to $179 million reported in the 2001 period. Changes in operating c s h  flow reflect the operating 
results previously discussed herein. Additional cash flow changes for 2002 resulted primarily from accelerated 
interest payments on the Illinova note, panidly offset by the prepayment of some gas purchases. Cash flow in 
2001 was affected by higher priced natural gas purchases and income tzxes paid. 

Liquidity and Capital Resources 

Available Credit Capac@, Liquidig and Debt ilfaturities 

Sources of Liquidity. We are currently satisfying our capital requirements primarily with cash from 
operations. cash on hand and interest income under our $2.3 billion intercompany note receivable from Illinova. 

Due to our non-investment grade credit ratings and other factors. including our relationship with 
Dynegy, we do not have access to the commercial paper markets. and our access to the capital markets is limited. 
Given these facts, we expect to continue to rely primarily on cash from operations, cash on hand, cash from asset 
sales and interest income under our intercompany note receivable to meet ow near-term obligations. 

Available Credir Capaci@. On May 17,2002, we exercised the “term-out’’ provision contained in our 
$300 million 36J-day revolving credit facility, which was scheduled to macure on May 20,2002. In connection 
with this conversion, we borrowed the remaining $60 million available under this facility. The exercise of the 
“term-our” provision converted the facility to a one year term loan that matures in May 2003. B O H O W ~ ~ ~ S  of 
$300 million were outstanding under this loan at September 30,2002. We do not expect to repay this loan prior 
to its maturity unless a new revolving credit facility is secured on mutuaUy acceptable terms. 

Because we have no borrowing capacity currently available under the bank facility discussed above, our 
future operations could be adversely affected. For example, a significant pomon of our operating cash flows will 
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be dedicated to the payment of principal and interest on indebtedness and will not be available for other 
purposes. Further. because of our non-investment p d e  credit rating m d  other factors. our ability to obtain 
additional financing for working capital. capital expenditures, acquisitions. general corporate and other purposes 
could be limited. P l e m  read "Credit Rating Discussion" below for additional factors impactinp our financial 
flexibility. Please also read the risk factors titled "Our significant leverage could have a material adverse effect 
on our financial condition and results of operations" and "Our sources of cash may be insufficient to satisfy our 
ongoini liquidity requirements." Our Ability to meet debt service obligations and reduce total indebtedness will 
be dependent upon future periormance and the other factors described herein. many of which are beyond our 
control. 

X e  had one standb! bond purchse facility in the aggregate principal amount ofSl52 million that 
provided ciedit enhancement for SI50 million of Illinois Development Finance .Authority i9Yi Series .A. B and C 
bonds. referred to a the '-Pollution Cuntrol Bonds." along with one month's interest of approximately 52 million. 
for which our Pollution Control Series P. Q and R \longage Bonds were issued without coupon and pledged to 
secure payment on the Pollution Control Bonds. On .April 9.2002, the indenture for that financing was mended 
to incorporate an additional interest rate setting mechanism. the auction rate mode. After the indenture was 
amended. the Pollution Control Bonds were reissued without funher change. The auction rate mode does not 
require the use of a standby purchase facility. allowing the standby bond purchase facility to expire without 
consequence. 

Uses ofliquidin. Our S96 million Mongage Bonds. which mathred on July 15. 2002. were redeemed 
using SS5 million of prepaid interest on the Illinom note m d  $1 1 million of working capital. 

On March 28. 2001. we completed a solicitation of consents from our preferred stockholders to amend 
our Restated Ankles of Incorporation to eliminate a provision restricting the amount of unsecured indebtedness 
that we could issue or assume. In addition, Illinova completed a tender offer pursuant to which it acquired 
662,921 shares, or approximately 73%. of our preferred stock. The New York Stock Exchange has taken action 
to delist each of the series of preferred stock that were subject to the tender offer and previously listed thereon. 
On March 29,2002, we amended our Restated Articles of Incorporation to eliminate the restriction on incurring 
unsecured indebtedness. Cenain charges incurred in connection with the consent solicitation, approximately S1 
million in the aggregate. were paid by us. These charges are retlected as an adjustment to Retained Emings  in 
our balance sheet as of September 30.2002 included in our quarterly report on Form 10-Q. 

Debt Maturiries and Liquidig P[an. \Ve have significant debt maturities through December 2003. 
These maturities include the May 2003 maturity of our SO0 million term loan, the August 2003 and September 
2003 >101tgage Bond maturities of $100 million and S90 million. respectively. and quarterly payments of 
approximately $22 million on Transitional Funding Trust Notes issued by the Illinois Power Special Purpose 
Trust (which payments are made with cash to be set aside from customer billings). We are required to make these 
same quarterly payments of approximately $22 million on our Transitional Funding Trust Xotes through 2W8, 
and have a payment of up to 58 1 million due on ow Tilton lease financing in the third quarter of 2004. Pursuant 
to this financing. which is treated as an operating lease for accounting purposes and a capital lease for tax 
purposes, we lease, and then sublease to DMG, four gas turbines associated with a power plant located in Tilton, 
Illinois. At the expiration of the lease, we have an option to purchase the gas turbines. If we do not purchase the 
gas turbines. the turbines will be sold. We will be responsible for any shortfall if the sale proceeds are less than 
S81 million. up to our minimum residual value g u m t e e  on the lease of 86% of the $81 million payment due. or 
$69.6 million. Please read the risk factor titled "Our significant leverage could have a material adverse effect on 
our financial condition and results of operations." We are developing a plan to improve our liquidity in order to 
meet our near-term debt maturities and provide for ongoing operations and necessary capital expenditures. 'The 
plan includes: - the completion of various financing transactions, including this offering; while there are other 

restrictions and limitations to issuing mortgage debt. as of September 30.2002 and prior to this 
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offering. we had sufficient property and refunded bond capacity to issue up to 597.1 million of 
additional blongage Bonds; 

the completion of the sale of our electric transmission sxstcm to Trans-Elect for 5239 million 
before income tax m d  other transaction expenses: the net proceeds of this sale are expected to be 
approximatell; SISO million. with closins expected durins the first half of 2003: and 

the refinancing o i m r  S300 million term loan, and the succsssful negotiation of a new bank credit 
facility on terns acceptable to us. 

- 
* 

IVe believe that we have sufficient liquidity to meet our debt maturities and other obligaions through 
the first quaner 2003. However. our long-term liquidity depends upon successful completion of our liquidity 
plan. 

Our ability to successfull:- sxecute these initiatives is subject to a number of risks including factors 
beyond our control. The factors include. among others, the timeliness and ability to obtain regulmty approvals, 
the receptiveness of the capital markets to this offering and the continued negative effects of our relationship 
with Dynegy. If we are unable to successfully execute these initiatives. we would require additional liquidity 
support from Dynegy. to the extent available a d  subject to receipt of my required regulatory approvals. in order 
to satisfy our debt maturities and other obligations as they come due. Plszse read “-Relationship with Dynegy” 
and the risk factor titled “Our relationship with Dynegy and its financial condition subjects us to potential risks 
that are beyond our control“ above ior a discussion of the issues currend.; facing Dynegy and its potential 
inability to provide such additional liquidity suppon. 

Capital Asset Program 

Construction expendimes for the nine months ended September 30,2002 were approximately $102 
million. We estimate that we will spend approximately $38 million on construction for the founh quaner of 
2002. Consuuction expenditures for the nine months ended September 30.2001, were $105 million, and for the 
year ended December 31,2001. were $149 million. Construction expendirures consist of numerous projects to 
upgrade and maintain the reliability of our electric and gas distribution and transmission systems, add new 
customers to the system and prepare for a competitive environment. Our construction expendirures for 2003 
through 2006 are expected to total approximately $600 million. Additional expenditures may be required during 
this period to accommodate the transition to a competitive environment. environmental compliance, system 
upgrades and other costs that cannot be determined at this time. 

Affiute  Transactions 

For a discussion of our a i l i a t e  transactions, please read “Cenain Relationships and Related 
Transactions.” 

Credit Rafhg  Discussion 

Credit ratings impact our ability to obtain short-term and long-term financing, the cost of such financing 
and the execution of OUT commercial strategies. In determining credit ratings, the rating agencies consider a 
number of factors. Quantitative factors that are given si,&ficant weight include, among other things, earnings 
before interest, taxes. and depreciation and amonization, referred to as EBITDA; operating cash flow; total debt 
outstanding; off balance sheet obligations and other commitments; fixed charges such as interest expense, rent. or 
lease payments; payments to preferred stockholders; liquidity needs and availability; and various ratios 
calculated from these factors. Qualitative factors include, among other things, predictability of cash flows, 
business strategy. industry position and contingencies. In determining our credit ratings. the rating agencies also 
consider the liquidity position and credit ratings of Dynegy, our indirect parent company. Although these factors 
are among those considered by the rating agencies. each rating agency may utilize different factors and may 
calculate and weigh each factor differently. 
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The challenges faced by Dynegy over the past several months have resulted in numerous credit rating 
downgrades of Dynegy and its subsidiaries. including us. by the three major credit nting agencies. The ratings on 
the senior unsecured debt issued by Dynegy Holdings. Dynegy’s primary financing subsidiary. are all well below 
investment grade and remain on negative watch for further downgrades by all three major credit ratin, 0 a g encies. 
Most recently. on November 26 and December 9, 1002. Standard & Poor’s and Moody’s. respectively. lowered 
their credit ratings for Dynegy and its subsidiaries. including us and our Mortgage Bonds. In caking their ratings 
actions. these agencies cited concerns over. among other things. the level of cash flows that the resrmcNred 
Dynegy will be able to generate relative to its significant financial leverage. its ability to address its debt 
obligations coming due over the next several yean and uncertainties surrounding ongoing inrestigations and 
litigation and the re-audit of Dynegy’s 1999-2001 financial statements. As of the date of this offering 
memorandum. these senior unsecured debt ratings for Dynegy Holdings were CCCc. Caa2 and B by Standard & 
Poor’s. Moody‘s and Firch. respectively. Similarly. the ratings on our Mortgage Bonds have been downgraded to 
below investment grade by all three major credit rating agencies and remain on negative watch for further 
downgrades by all three major credit ratings agencies. As of the date of this offering memorandum. the ratings on 
our Mortgage Bonds were B. B3 and BB- by Standard & Poor’s, Moody’s and Fitch, respectively. 

As of the date hereof. our credit ratings, as assessed by the three major credit rating agencies, were as 
follows: 

.................................................... Seniorsecureddebt B B3 BB- 
Seniorunsecureddebt * Caal B 

........................................................ Ca CCC Preferred stock CCC 
Transitional funding trust notes ........................................... rlxh Aaa M 

..... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Nairated. 

A funher downgrade of the outstanding indebtedness of Dynegy Holdings could likely result in a similar 
down,gade of our indebtedness. including the Offered Bonds. Our non-investment ,-de stam precludes our use 
of Form S-3 under the Securities Act, limits our ability to refinance our debt obligations as they become due and 
adversely affects our access to the capital markets. Our non-investment grade SUNS also will likely increase the 
borrowing cosfs incurred in connection with any such actions. Our financial flexibility will likewise be reduced 
as a result of, among other things, restrictive covenants and other t e r n  typically imposed on non-investment 
grade borrowers. In addition. it is currently anticipated that the terms of our refinanced or new credit facility will 
be more stringent than the terms contained in our existing facility, and that such facility may be secured by 
Mortgage Bonds or an interest in our assets that is equal in right of payment with the Offered Bonds. In addition. 
we have been requested to provide letters of credit or other credit security to support certain business 
transactions, including some of our purchases of natural gas and natural gas transportation. Because of the effect 
of Dynegy’s credit ratings on our credit ratings. we cannot guarantee that our current credit ratings will be 
maintained or that the negative effects of our non-investment grade s r i l ~ s  will be reduced. 

Financial Obligations and Commercial Commitments 

- We have entered into various financial obligations and commitments in the course of our ongoing 
opentions and financing strategies. Financial obligations are considered to represent known future cash 
payments that the enterprise is required to make under existing contractual arrangements. such as debt and lease 
agreements. These obligations may result from both general financing activities as well as from commercial 
arrangements that are directly supported by related revenue-producing activities. Financial commitments 
represent contingent obligations of the enterprise, which become payable only if certain predefined events were 
to occur, such as funding financial guarantees. 
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The following table provides a summary of our financial obligations and commercial commitments as of 
December 31. 2001. This table includes cash oblisxions related to principal outstanding under existing debt 
arrangements. decommissioning charges. operating leases and unconditional purchase obligations. 

FINASCL4L OBLIGATIOSS ASD CO>L.L\IERCL%L COI\I\IIT31EVTS 

P3?mmts due hy period 

(Sin millions) 
2002 3003 200.4 ?Mi 2006 Thereafter - - _ _ - - -  Cash obligorions' Total 

Long-TennDebt'l'"l . . . . . . . . . . . . . . . . . . .  Sl.lS0.3 S 95.7 9190.0 $ - 9 70.0 S - S 823.6 
Transitionai Funding TrustNotes~" . . . . . . .  6043  86.4 56.4 86.1 86.1 56.4 172.8 
Operating Lcases . . . . . . . . . . . . . . . . . . . .  5 3  .8 .7 .7 .7 .7 2.2 
Decommissioning Charges 11' . . . . . . . . . . . .  14.9 5.0 5.0 4.9 
Unconditional Purchase Obligations 16) . . . . .  1.0913 400.1 361.1 323.1 2.2 1.1 2.8 

- - - 
- - - ~ - -  

Total Contractual Cash Obligations . . . . . . .  52397.6 $588.0 5643.5 S115.1 $159.3 559.3 $1.002.4 - _ _ _ _ _ _ _ -  - _ _ - - - -  
* Cash obligations herem arc nor dircounred and do nor inc!ode related interest or accretion. 
(I) Retlects indebredness issued pursuant IO our >longage. unda  which we gencnlly u c  abie to issue debt recured by the Mangage 

provided [hat (a) our "adjusted ne[ eamings" are at least wo rimer our "ann~al inrerrsr requirements." and ib) the ag-gegarc mount of 
indebredness secured by the Mongzge doer nor exceed three-qumers of the originnl cost of the properrj subjected to the lien of the 
Mangage. reduced LO reflect propem that has been retired or sold. We also generally can issue indebredness in exchange for repurchased 
and retired indebtedness indepcndcni of whether [here nvo iests are met. Ag.pegare principal outstanding under OUI .\.longage Bonds 
approstmared 51 .3 billion at Dcccmkr 3 I. 2031. bearing interest ranging from 1.4% to 7.3% per m u m .  A S95.7 million Mongagc 
Bond issue matured in July 1001. l y e  zlso had one standby band purchse facility in the aggregate principal amount of approximately 
SI50 million along with one-monrh'i interest of apprOSimltely S? million. which provided a backstop Io the rhon-rem remarketing of 
our variable rate bonds. The facility related io our Pollutiao Conrml Series P. Q, R Mortgage Bonds. We paid fees of .IO% per m u m  on 
the full amounr of the facility. In the event of the inability to remarket the bonds d u h g  an interest reset, a bank syndicate would be 
obligatcd IO purchase all un-remarked bonds. We would h requked to purchase all un-remarketed bods  and the associated fees 
ratably over 3 five-year period. On April 9.2032, the indenture for that financing was amended to incorporate an additional rate retting 
mechanism. the auction rate mode. Please read "Liquidity and C@al  Resources-Avilable C d i t  Capacity. Liquidity and Dtht 
Maturities" above for funherdiscursion. 

(2) Does nor reflect outstanding borrowings under our SXQ million revolving bank credit facility, which was convened ro a r e m  loan in 
May 2002 and has since been considered shon-tern debt. 

(3) Reflects the balance of 58b4 million of Tmitional Funding Trust Nates issued by Illinois Power Special Purpose Tmr in December 
1998 as allowed under [he Illinois E l s m c  Utility Transition Fuoding b w  in P.A. 90-651. Per annum interest on these notes averages 
appronirnately 5.4% We are retiring the principal oursunding under there nates through quanerly payments of 521.6 d l i o n  thmugh 
2008. 

id) Our primary operating l e a  reflected above relates to our Material Distribution Facility. which is a commercial p ropeq  lease for our 
sroragc waxhouse. lhis lease expires in 2009. We also have a I e a d s u b l e w  agrcemeot on four gas turbines lacated at the Tillon rite. 
We enrered into the five-year lease. which is mated as an operating lease for accounting purposes and as a capital lease for tax purposes. 
beginning in Seprcmkr 1999 with the opuon for renewal for two additional y e m .  Beginning in Oclober 1999. we subsequently sublet 
the Nrbines to DMG. Therefore. the impact of lhis leuc is not reflected in the above table. We m providing a minimum residual value 
guarantee on the lease of approximtely 569.6 million. At the expiration of the leare agreement. we have the opuon lo purchase the gas 
furbincs. If we do nor purchase the gas Nrhincs. the rvrbincs will be sold. We will bc responsible for any shonfall if the ralc v d s  are 
less lhan 581 million up IO our minimum residual value guarantee on the lease of 86% of the S81 million payment due. or S69.6 million. 

( 5 )  Reflects decommissioning chargcs associated with our formcr Clinton facility. For additional information. plcasc read "Note I--CLinton 
Impairment. Quasi-Reorganization and Sale of Clinton" to rhc audited f m c i a l  statcmcnts included in OUI annual repon on Form 10-K 
fortheycarendcdDecember31, 2001. 

(6) Reflects an unconditional power purchase obligation between us and DMG. The agreement requires us to compensate DMG for capacity 
charges over the next three y e m  at a [oral contract cost of 5973.7 million. We also have c o n m t s  on six intentace pipehe companies 
far firm msparwtion and stange services for natural gas. These mnmts have v q i n g  expimion da!xs ranging fmm zM)2 m m8. far 
a total cost of 582.J million. We also enter inra obligations for the reservation of n a d  gas supply. These obligations generally range m 
duration from one to five months and require us to pay rcsm'ation charges. The cost of the agrcemenls is 534.7 million. As of September 
30.2002. these c a n m t s  now have varying erpiraIions dater ranging fmm 2003 to 2011 for a toul cost of 5122 million. The costs 
assoeiarcd with these conuxts are a componenr of OUI reveaue mqukmenrr under OUT nte-malring pra'err. 

In addition to the unconditional purchase obligations described above, we have entered into contracts 
that stipulate fixed payments for the supply of energy as well as variable payments for the reimbursement of 
operating costs. The costs associated with these arrangements are a component of our revenue requirements 
under our rate-making process. 
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Conringent Financial Obligations We have 5. I million in surety bonds outstanding as of 
December 31. 2001. which expire in 1003. 

Perrsion Plan Assers 

As a result of general declines in the financial markets, the return on pension plan assets for the Dynegy 
Inc. Masrer Retirement Trust. which includes the ass<& related to our pension plans. was a negative 14% for the 
nine months ended September 30. 7002. These negative returns have reduced plan assets during 2002 to levels 
that will likely fall below projected plan obligations at year end. If the plan is underfunded at year end. we have 
two dternarives. The first alternative is to contribute cash to the plan in an amount equd to the underfunded 
amount. The second alternative is to establish a liability equal to the underfunded amount and prepaid pension 
asset with [he offset being an after-tax reduction in shareholder’s equity. Determination of any underfunded 
m o u n t  will be made at year end 2002 and will be dependent on the actual return un  pension plan assets for 2002. 
the discount rate assumption. which depends on yeu-end interest rates, and actual participant numbers. We do 
not believe that any such determination will have a material effect upon our financial condition and results of 
operations. 

Dividends 

Under our Restated ;\rticles of Incorporarion. common stock dividends are subject to the preferential 
rights of the holders of preferred and preference stock. We are also limited in our payment of dividends by the 

es .4ct. which require retained earnings equal to or greater than the amount of any proposed 
dividend declaration or payment. The Federal Power Act precludes declaration or payment of dividends by 
electric utilities “out of money properly stated in a capital account.” In addition. the ICC generally may prevent 
us from paying dividends if it determines that our capital is or would be impaired. At September 30,2002, we 
had retained earnings of approximately 5368 million. Our retained earnings balance is expected to be sufficient 
during 1002 to support payment of all scheduled preferred dividends. For the nine months ended September 30, 
2002, we have paid preferred stock dividends of S1.7 million. On March 28,2002. we declared and paid common 
stock dividends of 50.5 million to Illinova. Additionally, the ICC’s October 23.2002 order relating to our netting 
agreement with Dynegy prohibits us from declaring and paying any dividends on our common stock until such 
time as our Mortgage Bonds are rated investment grade by both Moody’s and Standard & Poor’s and requires 
that we fmt obtain approval for such payment from the ICC. 

The ICC’s October 2002 order authorized us to provide funds to Illinova to enable it to make interest 
payments due in February and August 2003 and February 2oO.r on its senior notes, but only if and only to the 
extent that Illinova is unable to obtain the necess? funds from Dynegy or another source. The amount of.each 
of these three scheduled interest payments is appro.ximately $3.6 million. With respect to the February 2003 
interest payment on Illinova’s senior notes, the ICC order authorizes us to advance funds directly to DTC, for the 
account of Illinova, for the payment of interest on the senior notes. Illinova is to repay us within 30 days with 
interest at an annual rate of 7.5%. If‘Illinova fails to repay us within 30 days, we may rely on the netting 
agreement to offset this unpaid amount against other mounts  we owe to Dynegy. With respect to the August 
2003 and February 2004 interest payments, the ICC order authorizes us to provide funds to Illinova by 
repurchasing shares of our 7.75% series $50 par value preferred stock, which is callable by us in whole or in part 
at any time after July I ,  2002. Illinova holds appro.ximately 95% of the shares of our 7.75% series preferred 
stock. .~ 

Relatiogship With Dynegy 

We are an indirect wholly owned subsidiary of Dynegy. Dynegy has recently experienced a number Of 
events that have had a severely negative effect on its operating results. liquidity and public confidence in its 
ability to meet its debt and other obligations and its long-term business strategy. all of which are reflected in 
continuous declines in the market price of Dynegy’s debt and equity securities. Also weighing on public 
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confidenc: is Dynegy's previous announcement that PricewaterhouseC~opers LLP would re-audit Dynegy's 
2001 financial statements as pan of the previously announced 1001 restatement process. Dynegy later announced 
that PricexaterhouseCoopers LLP would expand its re-audit to include Dynegy's 1999 and 1000 financial 
statements. PricewaterhouseCoopers LLP will not re-audit our financial :?suits for these periods except to the 
extent necessw to support its re-audit of Dynegy's financial statements. We do not expect 
PricewaterhouseCoopers LLPs  re-audit of Dynegy's financial statements to affect our financial statements for 
1999 throush 2001. 

Due to our relationship \vith Dynegy. adverse developments or Jnnouncements concerning Dynegy have 
affected and could continue to affect our ability to 3ccsss the capital markets and to otherwise conduct our 
business. Recent sffects include the termination of 3 July 2002 ~ ~ O n ~ 3 y e  Bond offering and increased 
collateralizxion requirements as a result of declininy credit ratinzs. LVe xe particuiarly susceptible to 
developments at Dynegy because we rely on an unsecured intercompan: note receivable from Illinova 
Corporation. our direct parent and a Dynegy subsidiq.  for a substantid ponion of our net cash provided by 
operating 3ctivities. Funher. the financial condition of Dynegy could impact the collectibility of the principal 
balance o i  the note receivable. 

We periodically review the collectibility of the asset represented by the intercompany note receivable 
from Illinova. As a result of the continuing uncertainty of the financial and liquidity situation of Dynegy and 
following the recent deterioration in Dpegy ' s  credit ratings. we have rassessed under FAS 11-1 the realizable 
value of the intercompany note receivable as of the date of this offering memorandum. Management performed 
an analysis :o measure impairment baszd on the expected future cash flows discounted at the intercompany note 
receivable's effective interest rats O F  7.5% in accordance with FAS 11-1. This interest rate does not incorporate 
the borrower's current credit risk profile and, consequently. the resultiny carrying mount  of the note receivable 
will not reprtsent market value. This analysis was based on the probability weighting of multiple cash flow 
scenarios. includinx principal and interest payments based on the contractual terms and bankruptcy (both 
liquidation and reorganization). Under present circumstances. we believe that a non-cash writedown of up to 10% 
of the $2.3 billion principal amount of the intercompany note would be appropriate. Measuring any potential 
impairment requires judgment and estimates and the eventual outcomes may differ from those esumates. 
Management will continue to assess the factors affecting this analysis through the remainder of the fourth quarter 
and the moun t  of the writedown ultimately recorded could be higher or lower than the current estimate based 
upon changes in Dynegy's circumstances. The fmal determination regarding the amount and need for a 
writedown will not be made until our audited financial statements are published for the year ended December 3 I, 
2002. This non-cash adjustment will not have any effect on Illinova's obligations to continue to service the 
intercompany note in accordance with its terms. We do not believe that the writedown as currently estimated 
would result in an obligation to make refunds to our retail electric customers under the applicable Illinois r e m  
on equity ceiling test or upon our ability to continue to comply with the financial covenants in our $300 million 
term loan or the Tilton lease financing. Also, the writedown would not d s c t  the financial statements of our 
parent company because of the intercompany nature of the obligation. Please read the risk factor titled "Our 
sources of cash may be insufficient to satisfy our ongoing liquidity requirements" for further discussion. 

If Illinova fails to make timely payment to us of interest due on the intercompany note, or, even if 
Illinova continues to make timely payment to us of such interest, if furthcr declines occur in Dynegy's liquidity 
position or the market value of its assets relative to its consolidated indebtedness. we could be required 10 further 
reduce the carrying value of the intercompany note on our consolidated balance sheet. A larger downward 
adjustment could. among other things, cause a sufficient increase in our return on equity so as to require 
customer refunds pursuant to the Customer Choice Law. We currently estimate that a write off of the endre 
intercompany note receivable would result in an approximate $14 million refund for 2005 payable in 2006 and an 
approximate 535 million refund for 2006 payable in 2007. However, the amount of any required refunds could be 
materially higher than these estimates based on our actual future operating and financial results, particularly if we 
were to receive interest payments on the intercompany note subsequent to a write off of the enure intercompany 
note. A larger adjustment also could result in the acceleration of our obligations under our $300 million term loan 
and our Ti ton lease financing and l i t  our ability to incur additional indebtedness in the future. 
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Dynegy stated in its third quarter 2002 Form IO-Q that if it is unable to execute the remaining elements 
of its strategy. it  may be forced to consider other strategic alternatives including a possible reorganization under 
the protection of iederal bankruptcy laws. Please read Dynegy's Form IO-Q for the quaner ended September 50. 
2002 for additional discussion of the issues affectinp and that could affect Dynegy 2nd its subsidiaries, including 
us. Pleas,s also read the risk factor titled .'A bankruptcy filing by Dynegy could lead to our own bankruptcy filing 
and would materially adrersely affect our ability to make payments on the Offered Bonds" for further discussion. 

Sale of Transmission Assets 

On October 9.1001. we announced that we had agreed to sell our electric transmission assets to Trans- 
Elect. an independent transmission company. for S239 million before income tax and other deductions. The net 
proceeds ot'this sale aftec income taws and other transaction expenses are expected to be approximately SlSO 
million. The net book value of these w e t s  is estimated to be approximately SI43 million at September 30. 1002. 
Facilities to be included are expected to be 1,687 circuit miles of 345,000-volt and 138.000-volt transmission 
lines, 20 transmission substations and the transmission assets within an additional 40 substations. We will retain 
our 37.708 circuit miles o i  overhead and underground lines and associated substations that comprise our electric 
distribution system throughout Central and Southern Illinois. 

The transaction is expected to close in the first half of 2003. subject to required approvals from the SEC. 
the Federal Trade Commission. the ICC and the FERC. as well as other closing conditions. With respect to the 
FERC, the sale is conditioned on its approving the levelized rates application to be filed by Trans-Elect seeking a 
13% return on equity (based on a capital structure of equal portions of debt and equity), which results in a 
significant increase in transmission rates over the rates we currently charge. If the FERC does not approve 
levelized rates in substantially the form and amount sought by Trans-Elect, then Trans-Elect will not be obligated 
to close on the sale pursuant to the parties' signed asset purchase agreement. As a result of our credit ratings, the 
asset purchase ageement requires us to post a $10 million letter of credit at closing in support of our obligations 
under the agreement. 

The purchase price is subject to adjustment with respect to cenain items. including fmal ageement as to 
the precise transmission assets to be sold, any variance in the assumed amount of inventory on band and the 
amount of accounts payable at closing. A change in interest rates from those estimated by Trans-Elect in 
contemplating its financin;. for the sale also could cause an adjustment to the purchase price or postponement of 
the closing. at our option. These interest rates are dependent in pan on our credit ratings because we will initially 
provide approximately 60% of Trans-Elect's revenues. In addition. if Trans-Elect is unable to complete the 
financinp of the sale in whole or in pan because of an adverse credit event affecting our ability to perform our 
obligations under the asset purchase agreement. Trans-Elect may terminate the agreement. There can be no 
assurance that the proposed sale of our electric transmission assets to Trans-Elect will be consummated. 

The pre-tax gain on the sale is estimated to be approximately $90 million and will be recorded upon the 
closing of the transaction. In addition. as a result of the sale, we expect to accelerate approximately $90 million 
of regulatory asset amomzation. The sale. if approved, is expected to reduce our annual operating income by 
approximately $15.4 million and our annual EBITDA by approximately S46.0 million. However, after giving 
effect to the expected reduction in capital expenditures-otherwise required for the operation of these assets. we 
believe that the net cash flow effect of the sale on us will be minimal. 

Upon transfer of ownership of these transmission facilities, we will contract for use of such 
the same basis as other transmission customers. Trans-Elect will participate in a FERC-approved RTO under the 
same fonditions that would have applied to us. On December 16,2002. Trans-Elect announced that it intends to 
file with the FERC for approval to join the MISO. If the FERC approves of Trans-Elect's joining the MISO, we 
would be required to post a letter of credit of up to approximately $37 million at closing. depending on our credit 
ratings, to support our transmission payment obligations. In addition, we expect to file to join the MISO in the 
near future. Agreements between us and Trans-Elect will provide continued interconnection of the existing 
distribution and transmission systems and for joint use of shared facilities, such as existing substations and poles 
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that suppon both transmission and distribution equipment. In addition. we will provide services to operate and 
maintain the trmsmission system sold to Trans-Elect for an initial period of five yem.  

Factors Affecting Future Operating Results 

Our financial condition md results of operations in the founh quarter of2002 and beyond may be 
significanrl? affected by a number of factors. including: 

- our ability to successfully consummate the Trans-Elect transaction: 

our ability to execute our business strategy of delivering reliable transmission md disrriburion 
services in a cost-effective manner: 

our ability to addrsss our significant leverage given our non-investment grade status. lack of 
borrowing capacity and relationship with Dynegy: 

* 

the effects of past or future regulatory actions. including Illinois power market deregulation and. 
specifically. "dircct access" on our slectric business; 

our ability to receive payments under our intercompany note receivable and to otherwise receive 
continued performance under our man,oements with D\-negy: - 

* 

our ability to maintain or improve our credit ratings: 

the effects of weather on our electric and gas business: md 
* our ability to secure power and natural gas for our elecms and 8as customers. 

Please read "Forward-Looking Statements" above for additional factors that could impact future 
operating results. 

Regulatory Matters 

Fossil Generation Transfer 

In August 1999. the FERC, under P y t  205 of the Federal Power ACL approved our filing to put into 
place a power purchase agreement between our company and Illinova Power Marketing Inc. In September 1999, 
the FERC. under Part 203 of the Federal Power Act. approved our filing to transfer our wholly owned fossil 
generating assets to our parent, Illinova. and subsequently its affiliate. Illinova Power Marketing. These 
approvals. along with the previously received approval from the ICC. satisfied all re&ttory requirements related 
to the formation of Illinova Power Marketing and the transfer to Illinova Power Marketing of our non-nuclear 
generatinz assets. 

In October 1999, our wholly owned fossil generating assets and other generation-related assets and 
liabilities were msferred at book value to Illinova in exchange for an unsecured note in the amount of $2.8 
billion. Illinova then contributed these assets to DMG (formerly Illinom Power Marketing). During 2001, 
approximately $9.3 million of additional fossil generation-related assets were transferred and the unsecured note 
receivable was adjusted accordingly. The note between our company and Wiova  matures September30.2009 
and bears interest at an annual rate of 7.5%. payable semiannually on the fmt day of April and October each 
year. At September 30.2002, principal outstanding under this note receivable was approximately $2.3 billion 
with no accrued interest. Please read the risk factor titled "We are parricularly susceptible to developments at 
Dynegy because we rely on an unsecured note receivable from Illinova for a substantial portion of our net cash 
provided by operating activities" for further discussion. 

We negotiated a power purchase ageement with DMG to provide us with continued energy supply from 
the transferred fossil generating assets. The power purchase agreement k c m e  effective on October 1, 1999 and 
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has a primary term that continues through December 31,2004. with provisions to extend the agreement thereafter 
on an annual basis. subject to concurrence by both pmies and regulatory approval. The power purchase 
agreement defines [he terms and conditions under which DMG provides capacity and energy to musin, 0 a tiered 
pricing stmcture. An amendment to the power purchase agreement was filed by DMG on October 16,2000. and 
received the FERC's approval on November 16,2000. The amendment adjusts the prices and quantities for 
energy and capacity to be provided under the power purchase agreement by DMG to us, effective January 1, 
2001 through the end of IMU. 

The power purchase agreement specifies that we are responsible for dispatching DMG's generating 
units recognizing specified design limits on unit operation. We will generally follow the principles of economic 
dispatch. n-hile fulfilling our obligation to maintain adequate reliability of our transmission system. If we 
dispatch the generating units out of economic order for reliability purposes. we compensate DMG for the 
associated cost. We provide load schedules to DMG and may be required to compensate DMG for 
overscheduling. DMG is required to provide planned outage schedules for the generating units to us and must 
consider our reliability needs in developing the schedules. 

DMG is responsible for adequately maintaining its generating capacity, obtaining necessary licenses and 
permits. maintaining minimum levels of insurance coverage. procuring fuel and reportinp cenain performance 
data. The power purchase agreement also specifies metering, billing. dispute resolution procedures and defines 
force majeure conditions. 

Please read the risk factor titled "We depend upon long-term arrangements with third parties. including 
Dynegy. for substantially ail of the power we purchase for resale to our customers" for funher discussion of the 
power purchase agreement with DMG. 

For a discussion of additional regulatory matters affecting our company, please read "Business-Open 
Access and Competition." 

Power Supply and Reliabilitp 

During 2000 and 3001. We secured our power requirements through power purchase contracts. For 
further discussion. please read "Note 3-Clinton Impairment, Quasi-Reorganization and Sale of Clinton" and 
"Note &Related Parties" to the audited financial statements included in OUI annual repon on Form 10-K for the 
year ended December 31,XOl. 

Other Matters 

Competition 

Competition has become a dominant issue for the electric utility industry. It is a si,gificant departure 
from traditional regulation in which public utilities have a universal obligation to serve the public in r e m  for 
protected service territories and regulated pricing designed to allow a reasonable return on prudent invesmienu 
and recovery of operating costs.'The enactment of the Energy Policy Act of 1992 authorized the FERC to 
mandate wholesale wheeling of electricity by utilities at the request of cemin authorized generating entities and 
electric service providers. iheel ing is the transpon of electricity generated by one entity over transmission and 
distribution lines belonging to another entity. Retail wheeling involves the transport of electricity to end-use 
custo&rs. The Energy Policy Act currently precludes the FERC from mandating retail wheeling. 

Competition also arises from municipalities seeking to extend their service boundaries to include 
customers being served by utilities. The right of municipalities to have power wheeled to them by utilities was 
established in 1973. We have been obligated to wheel power for municipalities and cooperatives in our territory 
since 1976. 
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Funher competition may be introduced by state action, as has occurred in Illinois. or by federal 
regulatory action. P.X. 90-561. Illinois electric u d i N  resmcturing legislation. was enacted in December 1997 
and amended in 2002. 

Seasonaliry 

Our revenue and operating margin are impacted by seasonal factors that affect sales volumes of 
electriciy and gas. Typically. revenues from sales of electricity are higher in the summer months resulting from 
the summer cooling seaon: whereas, gas revenues are hisher in the winter months resulting from the winter 
heating season. 

Effecr of in.flarion 

Although our operations are affected by general economic trends, we do not believe inflation has had a 
material effect on our results of operations. 

.Manufactured Gas-Plants 

Please read “Note 5 4 o & t m e n t s  and Contingencies” to the audited financial statements included in 
our annual repon on Form 10-K for the year ended December 31,2001 for a discussion of our manufacnved gas 
plant liabilities. 

Environmental Matters 

Please read “Note 54ommitments  and Contingencies” to the audited financial statements included in 
our annual report on Form 10-K for the year ended December 31,2001 and to the unaudited financial statements 
included in our quarterly report on Form IO-Q for the quarter ended September 30,2002 and “Business- 
Environmental Matters’’ for a discussion of environmental matters that impact or could potentiaUy impact us. 

Tar Matters 

Please read “Note 8-Income Taxes” to the audited h c i a l  statements included in our annual report 
on Form 10-K for the year ended December 3 1,2001 for a discussion of effective tax rates and other tax issues. 

Business Risk-Management Assessment 

Our operating results may be impacted by commodity price fluctuations for electricity used in supplying 
service to our customers. We have contracted with h e a n  and DMG to supply power via power purchase 
agreements that expire at the end of 2004. Should power acquired under these agreements be insufficient to meet 
our load requirements, we will have to buy power from third parties at current market prices. The power purchase 
agreements with DMG obligates DMG to provide power up to the reservation amount, and at the same prices, 
even if DMG has individual units unavailable at various times. The power purchase agreement with AmerGen 
does not obligate AmerGen to acquire replacement power for us in the event of a curtailment or shutdown at 
Clinton. Under a Clinton shutdown scenario, to the extent we exceed our capacity reservation with DMG. we will 
have to buy power at current market prices. Such purchases would expose us to commodity price risk. As 
discussed above, P.A. 90-561 was amended to extend the retail elecmc rate freeze for two additional years, 
through 2006. We have begun discussions to establish power purchase agreements to cover this period, including 
the possible modification or extension of our existing power purchase agreements. 

The ICC determines our delivery rates for gas service. These rates have been designed to recover the 
cost of service and allow shareholders the oppormnity to earn a reasonable rate of return. The gas commodity is a 
pass through cost to the end-use customer and is subject to an annual ICC pmdence review. Future natural gas 
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sales will continue to be affected by an increasingly competitive marketplace. changes in the regulatoty 
environment. transmission access, weather conditions. gas cost recoveries. customer conservation efforts and the 
overall economy. Price risk associated with our gxs operations is mitigated through contractual terms applicable 
to the business. as allowed by the ICC. We apply prudent risk-management practices in order to minimize these 
market risks. Such risk management practices ma) not fully mitigate these exposures. 

- Prior to the Dynegy-Illinova merger in February 2000. we periodically utilized interest rate derivatives 
(principally interest rate swaps and caps) to adjust the portion of our overall borrowings subject to interest rate 
risk. As of September 30. ZW1 and December 3 1. 2001. there were no interest rate derivatives outstanding. 

Our market risk is considered as a component of the entity-wide risk- management policies of our 
indirect parent company. Dynegy. Dynegy measures entity-wide market risk in its financial trading and risk- 
management ponfolios using Value at Risk. Additional measures are used to determine the treatment of risks 
outside the Value at Risk methodologies. such as market volatility, liquidity. event and correlation risk. 

Certain Critical Accounting Policies 

We periodically review the collectibility of the asset represented by the intercompany note receivable 
from Illinova. As a result of the continuing uncertainty of the financial and liquidity situation of Dynegy and 
following the recent deterioration in Dynegy’s credit ratings, we have reassessed under FAS 114 the realizable 
value of the intercompany note receivable as of the date of this offering rnemorandum. Management performed 
an analysis to measure impairment based on the expected future cash flows discounted at the intercompany note 
receivable‘s effective interest rate of 7.5% in accordance with FAS 114. This interest rate does not incorporate 
the borrower’s current credit risk profile and, consequently, the resulting cmying amount of the note receivable 
will not represent market value. This analysis was based on the probability weighting of multiple cash flow 
scenarios, including principal and interest payments based on the contracrual terms and bankruptcy (both 
liquidation and reorganization). Under present circumstances, we believe that a non-cash writedown of up to 10% 
of the 52.3 billion principal amount of the intercompany note would be appropriate. Measuring any potential 
impairment requires judgment and estimates and the eventual outcomes may differ from those estimates. 
Management will continue to assess the factors affecting this analysis through the remainder of the founh quarter 
and the amount of the writedown ultimately recorded could be higher or lower than the current estimate based 
upon changes in Dynegy’s circumstances. The final determination regarding the amount and need for a 
writedown will not be made until our audited financial statements are published for the year ended December 31. 
2002. This non-cash adjustment will not have any effect on Illinova’s obligations to continue to service the 
intercompany note in accordance with its terms. We do not believe that the writedown as currently estimated 
would result in an obligation to make refunds to our retail electric customers under the applicable Illinois return 
on equity ceiling test or upon our ability to continue to comply with the financial covenants in our $300 million 
term loan or the Tilton lease financing. Also, the writedown would not affect the financial statements of our 
parent company because of the intercompany nature of the obligation. Please read the risk factor titled “Our 
sources of cash may be insufficient to satisfy our onzoing liquidity requirements” for further discussion. 

For a discussion of our other critical accounting policies, please read “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations-Accounting Matters” in our annual report on Form 
10-K for the year ended December 31,2001. 

i 
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BUSINESS 

General 

We %ere incorporated under the laws ofihe State of Illinois on May 3. 1923 and are headquartered in 
Decatur. Illinois. We have publicly traded shares of preferred stock outstanding. but a11 of the issued and 
outstanding shares of our common stock are owned by Illinova Corporation. On February 1. 2000. Illinova 3nd 
its subsidia-ies. including us. w m  acquired by Dynegy Inc. The transaction involved the creation of a new 
holding company. now known 3s Dynegy Inc.. and two separate but concurrent mergers. As 3 result of these two 
mergers. in which wholly owned suhsidixies of Dynegy lnc. merged with and into the former Dynegy and 
Illinova. respectively. Illinova and the former Dynegy continue to exist LS ,wholly owned subsidiaries of Dynegy 
Inc. Dynegy is headquartered in Houston. Texas. 

We are engaged in the transmission. distribution and sale of electric energy and the distribution. 
uanspomtion and sale of natural gas in the State of Illinois. We are affected by changes in the elecmc utility 
industry driven by regulatory and legislative initiatives to introduce competition and end monopoly franchises. 
One of these changes, “direct access.” provides customers the freedom to purchase electricity from alternate 
suppliers. In December 1997, electric regulatory restructuring legislation providing for ”direct access,” among 
other things. was enacted by h e  Illinois General Assembly. For a more detailed discussion of these 
developments, please read ”- Open Access and Competition” below. 

Customer Data 

The territory we serve comprises substantial areas in Northern Central and Southern Illinois. including 
11 cities with populations greater than 30,000 and 27 cities with populations greater than 10,000 (2000 U.S. 
Census Bureau‘s Redisuicting Data). We supply electric service at retail to an estimated aggregate population of 
1,372,000 in 31 1 incorporated municipalities, adjacent suburban and rural areas, and numerous unincorporated 
communities and retail natural gas service to an estimated population of 1,019.000 in 266 incorporated 
municipalities and adjacent areas. We hold franchises in all of the 311 incorporated municipalities in which we 
furnish retail electric service and in all of the 266 incorporated municipalities in which we furnish retail gas 
service. At January 3,2002, we served 588.765 active electric customers (billable meters) and 412,142 active gas 
customers (billable meters). n e s e  numbers do not include customers served by nonmetered equipment, such as 
street lights. Sales of electricity and gas and transportation are affected by seasonal weather patterns; therefore, 
operating revenues and associated operating expenses are not dismbuted evenly during the year. No customer 
accounted for 10% or more of our consolidated revenues in 2001. 

Electric Business 

Overview 

We supply elecmc service at retail to residential, commercial and industrial consumers in substantial 
portions of northern, central and southern Illinois. Electric transmission service is also supplied to numerous 
utilities, municipalities and power marketing entities. 

. . 

Our highest system peak hourly demand (native retail load) in 2001 was 3,475,000 kW on July 23, 
2001. This compares with our record high system peak hourly demand (native retail load) of 3,888,000 kW on 
July 29, 1999. 

We are a participant, together with Ameren-Union Electric Company. referred to as “AmerenUE,” and 
Ameren4entral  Illinois Public Service Company, referred to as “AmerenCIPS,” in the Illinois-Missouri Power 
Pool. which was formed in 1952. The Illinois-Missouri Power Pool operates under an interconnection agreement 
that provides for the interconnection of transmission lines. This agreement has no expiration date, but any party 
may withdraw from the agreement on 36 months’ written notice. We, AmerenCIPS and AmerenUE have 
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contracted with the Tennessee Valley Authority for the interconnection of its system with those of our three 
companies. The contract addresses power purchase provisions among the pxties and other working 
arrangements. This contract has no expiration date. but any party may withdraw from the agreement on five 
years‘ written notice. 

We also have interconnections with Indiana-Michigan Power Company, Commonwcdth Edison 
Company. Central Illinois Light Company. MidAmerican Energy Corporation. Louisville Gas & Electric. 
Southern Illinois Power Cooperative. Electric Energy Inc. and the City of Sprinsfield. Illinois. 

We are a member of the Mid-America Interconnected Yetwork. one of ten regional reliability councils 
established to coordinate plans and operations of member companies regionally and nationally. 

Fossil Generarion 

On August 21. 1999. the FERC, under Pan 205 of the Federal Power Act, approved our filing to put into 
place a power purchase ageement between Illinois Power and Illinova Power klarkerinz Inc. Also, on September 
IO, 1999, the FERC, under Pan 203 of the Federal Power Act, approved our filing to transfer all of our wholly 
owned fossil generating asssts to Illinova. These approvals, along with the previously received approval from the 
ICC, satisfied d1 regulator) requirements related to the formation of Illinova Power Marketing and the transfer to 
Illinova Power Marketing of OUT wholly owned fossil generating assets. On October I ,  1999. we transferred all of 
our wholly owned fossil generating assets to Illinova, at book value. in exchange for a note receivable. Illinova 
subsequently contributed these assets and certain liabilities to Illinova Po&er Marketing, which was later 
renamed Dynegy Midwest Generation. The power purchase ageement became effective on October I, 1999 and 
has a primary term that continues through December 31,2004, with provisions to extend the agreement thereafter 
on an annual basis, subject to concurrence by both parties. The power purchase agreement defines the terms and 
conditions under which DMG provides capacity and energy to us using a tiered pricing structure. An amendment 
to the power purchase ageement was tiled by DMG on October 16,2000 and received the FERC’s approval on 
November 16,2000. The amendment adjusts the prices and quantities for energy and capacity to be provided 
under the power purchase ageement by DMG to us, effective January I ,  2001 through the end of 2004. 

Nuclear Generarion 

On April 15, 1999. we announced that we had reached an interim agreement with AmerGen whereby 
AmerGen would purchase and operate Clinton and we would buy at least 80% of the plant’s electricity output in 
1999 and at least 75% during the years 2000 through 2004. 

On December 15,1999. we completed the sale of Clinton to AmerGen. Basic terms for the sale were 
unchanged from a definitive agreement announced on July I ,  1999. AmerGen paid Illinois Power $12.4 million 
for the plant and propeny and assumed responsibility for operating and ultimately decommissioning Clinton. 

We agreed to transfer to AmerGen the existing decommissioning trust funds in the amount of $98.5 
million on the sale closing date and to make an additional payment of S113.4 million to the decommissioning 
trust funds. In addition, we agreed to make five annual payments of approximately $5.0 million through 2004 to 
the decommissioning trust funds. of which two payments have been made through December 2001. For more 
information on Nuclear Generation, please read “Note 3--Clinton Impairment. Quasi-Reorganization and Sale of 
Clinton” to the audited financial statements included in our annual report on Form 10-K for the year ended 
D e c e d x r  31,2001. 

Power Supply 

Our transfer of our wholly owned fossil generating assets to Illinova and the December 1999 sale Of 
Clinton to AmerGen changed the method by which we obtain our electricity to supply our retail customers. In 

44 



Section 285.305 p) 
Page 100 of 182 

conjunction with the aforementioned events. we entered into power purchase agreements with lllinova Power 
Marketing. which was later renamed Dynegy Midwest Generation. and .-\merGen in order to meet our service 
obligations under the Illinois Public Utilities Act. These agreements smure our energy requirements at pre- 
determined rates. The AmerGen power purchase agreement w x  entered into pursuant to the terms of the Clinton 
asset sals qeement .  which obligates us to purchase at least 75% of Clinton’s electricity output throu$ ?OO& at 
fined prices [hat exceed current 3nd projected wholesale prices. The DMG power purchase asreement obligates 
DMG to provide capacity and enrrpy to us throush at least Decembrr 31. 3004 using a tiered pricing structure. 

We believe we have provided for adequare power supply for our expected load plus a reserve supply 
above that expected level. Should power acquired under these azreements be insufficient to meet our load 
requirements. we will have to buy power from third parties at current market prices. The poxer purchase 
agreement with DMG obligates D l l G  to provide power up to rhs reseration amount even if DMG has individual 
units unavailable at various times. The power purchase agreement with AmerGen does not obligate AmerGm to 
acquire replacement power for us in the event of a cunailmenr or shutdown at Clinton. Under a Clinton outage 
scenario. to the extent we exceed our capacity reservation with DMG. we will have to buy power at current 
market prices. Volatility of the power market could affect the prices at which we would purchase my such 
necessary power. For more information on Clinton and the AmerGen power purchase agreement. please read 
“Note 3-Clinton Impairment. Quasi-Reorganization and Sale of Clinton” to the audited financial statements 
included in our annual report on Form IO-K for the year ended December 31,2001. For more infomation on the 
DMG power purchase agreement. please read “Management’s Discussion and Analysis of Financial Condition 
and Results of Operations-Regulatory Matters” above and “Note +Related Parties” to the audited financial 
statemem included in our annuai report on Form IO-K for the year ended December 31.2001. 

Construction Program 

To meet anticipated construction needs, we have used internally generated funds and external 
financings. The timing and amount of external financings depend primarily on economic and financial market 
conditions. cash needs and capitalization ratio objectives. For more information on our liquidity, please read 
“Note &-Revolving Credit Faciliries, Letters of Credit and Shon-Term Loans’’ to the audited financial 
statements included in OUT annual repon on Form IO-K for the year ended December 3 1,2001 and 
“‘Management’s Discussion and Analysis of Financial Condition and Results of Operations-Liquidity and 
Capital Rzsources” above. 

Gas Business 

Overview 

We supply retail natural gas service to residential, commercial and industrial consumers in substantial 
pomons of northern, central and southern Illinois. We do not sell gas for resale. 

Our rate schedules contain provisions for passing throughto OUT gas customers increases or decreases in 
the cost of purchased gas. For information on revenue and energy costs. please read the sub-caption “Revenue 
Recognition and Enerzy Cost” of ‘-Note I-Summary of Significant Accounting Policies” to the audited 
financial statements included in our annual repon on Form 10-K for the year ended December 3 1,2001. 

We have seven underground gas storage fields having a capacity at December 3 I. 2001 of 
approximately 11.6 Billion Cubic Feet, or BCF, and a total deliverability on a peak day of about 289,000 
Thousand Cubic Feet, or MCF. In addition to the capacity of the seven underground storaze fields, we had 
contracts with natural gas pipelines at December 31.2001 for 5.1 BCF of underground storage capacity and a 
total deliverability on a peak day  of 93.000 MCF. Operation of underground storage permits us to increase 
deliverability to OUT customers during peak load periods by taking gas into storage during the off-peak months. 
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We experienced our 2001 peak-day send out of 566.461 million British thermal units, referred to as 
“MbLIBtu.” of natural gas on January 1, 2001. This compares with our record peak-day send out of 857.324 
MMBtu of  natural gas on J a n u q  10. 1982. 

Gas Slippi? rind Transpormrion 

-\\.’e have Contracts on six interstate pipelines for firm transportation and storage senices. These 
contracts have varying expiration dates ranging from 2002 to 2012. We also enter into contracts for the 
acquisition of natural gas supply ranging in duration from one to five months. 

Environmental Matters 

We are subject to r@ation by certain federal and Illinois authorities with respect to environmental 
matters and may in the future become subject to additional regulation by such authorities or by other federal. 
state and local governmental bodies. We do not expect that our compliance with any such environmental 
regulations will have a materid adverse effect upon our capital expenditures, earnings or competitive position. 
Please also read “Legal Proceedings-U.S. Environmental Protection Agency Complaint” set forth in our annual 
reporr on Form 10-K for the ye= ended December 31,2001. 

ManrrJacrrrred Gas Plant Sires 

We previously operated two dozen sites at which synthetic gas w& manufactured from coal. Operation 
of these manufactured gas plant sites was generally discontinued in the 1950s when natural gas became available 
from interstate gas transmission pipelines. Many of these manufactured gas plant sites were contaminated with 
residues from the gas manufacruring process. Although we estimate our liability for manufactured gas plant site 
remediation to be approximately $53 million for our remaining 22 manufactured gas plant sites, because of the 
unknown and unique characteristics at each site, we cannot currently determine our ultimate liability for 
remediation of the sites. In October 1995, we initiated litigation against a number of our insurance carriers. 
Settlement proceeds recovered from these carriers offset a portion of the estimated manufactured gas plant 
remediation costs and are credited to customers through the tariff rider mechanism that the ICC previously 
approved. Cleanup costs in excess of insurance proceeds are considered probable of recovery from our electric 
and gas customers. 

Electric and hfagnetic Fields 

The possibility that exposure to electric and magnetic fields, referred to as “EMFs.” emanating from 
power lines. household appliances and other electric sources may result in adverse health effects continues to be 
the subject of governmental. medical and media attention. Two major scientific studies concluded in 1999 failed 
to demonstrate significant EMF health risk; however, a definitive conclusion may never be reached on this topic, 
and future impacts are unpredictable. Therefore, we continue to compile the latest research information on this 
topic. At the same time, we conduct EMF monitoring in the field when customers express a concern. Written 
materials explaining the perceived hazards are also available to the public. 

Orher Issires 

Hazardous and non-hazardous wastes generated by us must be managed in accordance with federal 
regulatips under the Toxic Substances COnKOl Act, referred to as the “TSCA,” the Comprehensive 
Environmental Response. Compensation and Liability Act and the Resource Conservation and Recovery Act, 
refemed 10 as the ‘.RCRA.” and additional state regulations promulgated under both RCRX and state law. 
Regulations promulgated in 1988 under RCRA govern OUT use of under-mund storage ta&. The use, storage 
and disposal of Certain toxic substances, such as polychlorinated biphenyls in electrical equipment, are regulated 
under the TSCA. Hazardous substances used by us are subject to reporting requirements under the Emergency 
Planning and Community-Right-To-Know Act. The State of Illinois has been delegated authority for 

46 



Section l83.5U3 p) 
Page 102 of 182 

~ 

enforcement of these regulations under the Illinois Environmental Protection Act and state statutes. These 
requirements impose cenain monitorin:. record keeping. reponing and operational requirements that we have 
implemented or are implementing to assure compliance. We do not anticipate that compliance will have a 
material idverse impact on our tinancid position or results of operations. 

Research and  Development 

Rtsearch and development expenditures were approximaeiy 5 .  I million for e3ch of 1001 and 1000. 
down considerably from the SJ.4 million spent in 1999. Expenditures in 1999 were primarily focused on the 
wholly oaned generating assets. Our wholly owned generating assets were transferred or sold in 1999; 
conscquenti). research and development expenditures decreased accordingly. 

Open .Access and Competition 

Competition has become a dominant issue for the dectric utiliE industry. It is a significant departure 
from traditional regulation in which public utilities have a universal obligation to serve the public in return for 
protected service territories and regulated pricing designed to allow D resonable return on prudent investment 
and recovery of operating costs. The enactment of the Energy Poiicy Act of 1993 authorized the FERC to 
mandate wholesale wheeling of electricity by utilities at the request of cenain authorized generating entities and 
electric service providers. Wheeling is the transpon of electricity generated by one entity over transmission and 
distribution lines belonging to another entity. Retail wheeling involves the transport of electricity to end-use 
Customers. The Energy Policy Act currently preciudes the FERC from mandating retail wheeling. 

Competition arises from municipalities seeking to extend their service boundaries to include customers 
being served by utilities. The right of municipalities to have power wheeled to them by utilities was established 
in 1973. We have been obligated to wheel power for mumicipalities and cooperatives in our territory since 1976. 

Funher competition may be introduced by state action, as has occurred in Illinois, or by federal 
regulatop action. P.A. 90-561, Illinois electric utility resrmcturing legislation, was enacted in December 1997. 
Some of the major effects of this and subsequent le8slation are noted in the following para,gaphs. 

P A .  90-561 -Rate Adjustment Provisions P A .  90-561 gave our residential customers a 15% 
decrease in base electric rates beginning August I ,  1998. An additional 5 %  decrease went into effect on May 1. 
2002 and is to remain effective through December 3 I, 2006, due to recently passed legislation. Tne combined 
impact of these rate decreases is expected to result in a total annual revenue reduction of approximately $91 
million in 1002, $101 million in 2003,3103 million in 2004, $105 million in 2005 and $107 million in 2006, 
relative to rate levels in effect prior to August 1. 1998. Please read the risk factor titled "Our business is subject 
to extensive regulation, the effects of which could negatively impact our ability to satisfy our obligations, 
including the Offered Bonds" for funher discussion of recent developments with respect to residential rates in 
Illinois. 

P A .  92-0537- Extension of Retail Electric Rate Freeze On June 6,2002. the Governor of Illinois 
signed a bill that adds two years to the current retail electric rate freeze in Illinois. The bill extends through 2006 
the mandatory rerail electric rate freeze, which was originally required by P.A. 90-561. P.A. 92-0537 freezes our 
rates for full service. or "bundled" electric service at current levels unless the two-year average of our earned 
return on equity is below the two-year average of the monthly average yields of 30-year U.S. Treasury Bonds 
through Januaq 2002, an average of the 30-year US. Treasury Bonds and Monthly Treasury Long-Term 
Average Rates in February 2002, and the Monthly Treasury Long-Term Average Rates (25 years and above) 
after February 2002 for the concurrent period, in which event we may request a rate increase from the ICC. The 
ICC would rule on this request for a rate increase using traditional ratemaking srandards. As a result of the retail 
rate freeze. our bundled service retail electricity consumers are expected to continue to pay their current elecmc 
rates through 2006. The rate freeze does not apply to our rates for distribution service to customen choosing 
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direct access. These rates are currently required to be based on cost of service and can be raised or lowered by the 
ICC as the result of a rate proceeding. Beginning in 2007. absent funher extension of the retail electric rate freeze 
or other action. we expect that the distribution and transmission component of retail electric rates will continue to 
be required to be based on costs while the power and energy component may be required to be based on prices in 
the wholesale market. For a funher discussion. please read the risk factor titled ‘-Our business is subject to 
extensive regAation. the effects of which could nqatively impact our ability to satisfy our obligations, including 
the Offired Bonds.’’ 

P..4. 90-561/9~-0j37-L’tili~ Earnings Cap The regulatory reform legislation contains floor and 
ceiling provisions applicable to our return on equity during the mandatory transition period endin, 0 in ’ 2006. 
Pursuant to the provisions in the legislation. we may request an increase in our base rates if the two-year average 
o f  our m n e d  return on equit). is below the two-year avenge o i  the monthly average yields o f  the 30-year U.S. 
Treasury Bonds throuzh January 2002. an average of the 30-year US. Treasury Bonds and hLIonrhly Treasury 
Long-Tern Average Rates in February 2002.and the hIonthly Treasury Long-Term Average Rates (25years and 
above) after February 2001 for the concurrent period (‘Treasury Yield”). Conversely. we are required to refund 
amounts to our customers equal to 50% of the value earned above a defined ”ceiling limit..’ The ceiling limit is 
exceeded if our two-year average return on equity exceeds the Treasury Yield. plus 6.5% in 2002 through 2006 
(which increases to S.5% in 2002 through 2006 if we choose not to request transition charges after 2006). 
Regulatory asset amortization is included in the calculation of return on equity for the ceiling test but is not 
included in the calculation of return on equity for the floor test. Prior to Februaq 2W2. the return on equity test 
was based on the two-year average o f  the monthly average yields of 30-yev U.S. Treasury Bonds. During 2001. 
our two-year avenge return on equity was within the allowable return on equity collar and is expected to be 
within the return on equity collar in 2002. 

P.A. 90-561 -Direct Access Provisions Since October 1999. non-residential customers with demand 
greater than 1 megawatts at a single site, customers with at least 10 sites having aggegate total demand of at 
least 9.5 megawatts and customers representing one-third of the remaining load in the non-residential class have 
been given the right to choose their electric generation suppliers, referred to as “direct access.” Direct access for 
remaining non-residential customers began on December 31,2000. Direct access became available to al l  
residential customers in May 2002. However, at the present there are no alternative residential electric suppliers 
registered to provide service to our residential customers. We remain obligated to provide both bundled 
electricity service and delivery service to our customers at regulated rates. Customers taking delivery service, 
rather than bundled service. must pay transition charges to us, but those charges are not designed to compensate 
us for dl of our lost revenues resulting from customers switching from bundled service to delively service. 

Although residential rate reductions and the introduction of direct access have led to lower electric 
service revenues, P.A. 90-561 is designed to protect the financial integrity of electric utilities in three principal 
ways: 

Customers choosing direct access are obligated to pay msi t ion  charges based on the utility’s lost 
revenue from that customer. The transition charges are applicable through 2006 and can be extended 
up to two additional years with approval by the ICC. However, we do not expect to request such an 
extension. 

Utilities are provided the opportunity to lower their financing and capital costs through the issuance 
of “securitized“ bonds, also called transitional funding notes. 

The return on equity of utilities is managed through application of floor and ceiling test rules 
contained in PA.  90561/92-0537 as described above. 

* 

- 
The extent to which revenues are affected by P.A. 90-561 will depend on a number of factors. including 

future market prices for wholesale and retail energy, load growth and demand levels in our current service 
territory. and the extent to which customers elect direct access. 
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PA. 90-561 - Independenf System Operator Parn’cipafion Participation in an Independent System 
Operator. referred to as an “ISO.” by utilities serving retail customers in Illinois was one of the requirements 
included in P A .  90-561. Effective on July I .  2001. the I S 0  requirements oiP..L 90-561 were amended by P.A. 
93-12 to provide that a regional transmission organization. referred to as a ‘.RTO.” creited under FERC rules 
shall be considered to be the functiond equivalent of an KO. An electric utility shall be deemed to meet its 
obligation to participate in an IS0 through membership in a RTO that fulfills the requirements of an IS0 as set 
forth in P.A. 90-561. 

In Januap 1998, we. in conjunction with eight other transmission-awning entities. filed with the FERC 
for all approvals necessary to create and to implement the Midwest Independent Transmission System Operator. 
referred to zs the “MISO.” On October 13. 2000. we filed a notice of our intent to withdraw from the MIS0 with 
the FERC. On Februap 23. 2001. we rexhed a settlement in principle with dl parties that allowed us to 
withdraw from the MIS0 and join the Alliance RTO. effective upon the FERC’s approval of the settlement. 
which occurred May 8.2001. We have fulfilled our obligations under the &US0 settlement. 

On August 21,2001. we and seven of the transmission owners proposing to form the .Uliance RTO 
entered into a letter of intent with National Grid, USA pursuant to which Sarional Grid would serve as the 
Alliance RTO’s managing member for a period of seven years. On Xovember 1.2001. the Alliance companies 
filed the definitive a-pemeots with the FERC for approval. 

In an order issued on December 20,2001. the FERC reversed its previous findings and stated that it 
could not approve the Alliance RTO as a RTO. The FERC funher directed the Alliance companies to explore 
how their business plan. including the participation of National Grid, could be accommodated within the MISO. 
In addition, the FERC directed the Alliance companies to file a statement of rheir plans to join a RTO, including 
the timeframe, within 60 days of December 20th. 

On January 8,2002. the Alliance companies and National Grid commenced substantive discussions with 
the MISO as directed by the FERC. In addition, the Alliance companies continued to consider other opponunities 
for participation in an RTO. On February 19,2002, we, in conjunction with the Alliance companies. fiied a report 
with the FERC stating that the Alliance companies have been in discussions with both MISO and P M  
Interconnection LLC, referred to as “PM.” but have been unable to reach agreement. On March 5,2002, we, in 
conjunction with the Alliance companies, filed a second repon and petition for declaratory order with the FERC. 
The petition requests approval of a structure under which National Grid would operate a for-profit transmission 
company consisting of the Alliance companies’ transmission assets under the oversight of the MISO. On April 
25, 2002, the FERC issued an order granting in part the Alliance companies’ petition. The order stated the 
position of the FERC with regard to the split of functions between the MISO. as the RTO for the region, and 
Alliance GridCo. as a for-profit independent transmission company that operates under the IMISO. The FERC 
also approved the rate design proposed by the Alliance companies, whether they join PJM, MISO or another 
RTO. The FERC clarified that if the Alliance companies join MISO, the bUS0 must return the 560 million paid 

compliance filing within 30 days indicating which RTO they will join,~and whether their panicipation will be 
collective or individual. 

es to exit the MISO. Finally, the FERC directed the Alliance companies to submit a 

On May 28,2002, we submined a letter to the FERC indicating that we would join PJM either as an 
individual transmission owner or as part of an independent transmission company. On June 21,2002, PJM, 
National Grid. American Electric Power Service Corporation, referred to as ”XEP,” Commonwealth Edison 
Company. referred to as “ComEd,” and we entered into a memorandum of understanding outlining a 3 M y  
process under which AEP. ComEd and we, referred to as the “ITC Participants,” would pursue the formation of 
an independent transmission company under PJM with National Grid serving as the independent manager or 
adminisuator of the independent transmission company. The memorandum of understanding was filed with the 
FERC on June 25,2002. An ITC Participant or National Grid will be excused from its obligations under the 
memorandum of understanding if any of such parties are unable to reach the agreements necessary to participate 
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in Plh.1 through the independent transmission company. If an ITC Panicipant is unable to reach such agreements. 
each party is committed to join PJM as an individual transmission owner. 

On July 3 I. 2002 FERC issued an order approving our proposal to join PJM. subject to certain 
conditions. These conditions include a requirement that (i) the parties negotiate and implement a rate design that 
will eliminate rate pancakin;o between PJM and MISO. and (ii) the Nonh American Electric Reliability Council 
oversee-the reliability plans for MIS0 and PJM. In addition. FERC has initiated an investigation under Federal 
Power Act section 106 of XIISO. PJM West and PJWs  transmission rates for through and out service and 
revenue distribution. If we successfully complete the sale of our uansmission system assets to Trans-Elect, it is 
expected that Trans-Elect. rather than us. will join the RTO. Please read “Offering Memorandum Summay- 
Recent Developments” for a further discussion of h e  pending sale of our transmission system assets to Trans- 
Elect. 

Subsequent to the above actions. we terminated our discussions with P M  and expect to file to request 
FERC approval to join the XIISO. This expected filing relates to our joint filing with Tms-Elect on December 
16.2002 seeking FERC approval for the proposed transfer of our uansmission assets to Trans-Elect In this 
application. Trans-Elect stated its intention to join the M I S 0  effective as of the closing of the sale of our electric 
transmission assets. Trans-Elect’s application to purchase our transmission assets is contingent upon approval of 
h e  rate proposal as described above, which was filed contemporaneously with the transfer application. We 
cannot predict the outcome of these proceedings at this time. 

Regulation 

We are an electric utility as defmed in the Public Utility Holding Company Act of 1935, referred to as 
“PUHCA.” Our direct parent company, Illinova, and Dynegy are holding companies as defmed in PUHCA. 
However, both Illinova and Dynegy generally are exempt from re-dation under section 3(a)(l) of PUHCA. They 
remain subject to regulation under PUHCA with respect to the acquisition of certain voting securities of o tha  
domestic public utility companies and utility holding companies. 

In recent years, several bills have been introduced in Congress that would repeal PUHCA. Repeal or 
significant modification to PUHCA could affect us and the elecmc utility industry generally. We cannot predict 
the outcome of the repeal efforts. 

The Illinois Public Utilities Act was significantly modified in 1997 by P.A. 90-561, but the ICC 
continues to have broad powers of supervision and regulation with respect to our rates and charges, our services 
and facilities, extensions or abandonment of service, classification of accounts, valuation and depreciation of 
property, issuance of securities and various other matters. We must continue to provide bundled retail electric 
service to all who choose to continue to take service at tariff rates. and we must provide unbundled electric 
distribution services to all eligible customers as defined by P.A. 90-561 at rates to be determined by the ICC. 
During 2001, the ICC ruled on (i) the establishment of a market value index (in lieu of a neutral fact finder price) 
used in (a) calculating competitive transition costs and (b) our power purchase tariff; and (u) transactions 
between the gas utility and its affiliates. During 2002, the ICC has ruled on guidelines regarding standards of 
conduct and functional separation for electric utilities and our residential electric delivery servicetariffs. The 
impact of these regulations on our financial condition and results of operations c m o t  be predicted with 
certainty 

i 

We are subject to regulation under the Federal Power Act by the FERC as to rates and charges in 
connection with the transmission of electric energy in interstate commerce, the issuance of debt securities 
maturing in not more than 12 months, accounting and depreciation policies, interaction with a f f~a te s ,  and cerIain 
other matters. The FERC has declared us exempt from the Natural Gas Act and related FERC orders, rules and 
regulations. 
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Our retail natural gas sales also are regulated by the ICC. Such sales are currently priced under a 
purchased gas adjustment mechanism under which our gas purchase costs ate passed through to our customers if 
such costs ate determined prudent. 

Employes 

At September 30,2002. we had 607 salaried employees and 1.285 bargaining unit employees. We are 
subject LO collective bargaining agreements with each of the followin: unions: International Brotherhood of 
€lecuicd Workers, Laborers International Union of Yonh iuneric3. Ynited Association of Journeymen Plumbers 
and Gas Finers and International Association of Machinists and Aerospace Workers. We consider relations with 
both bargaining unit and salaried employees to be satisfactory. 

Properries 

As discussed above. we transferred or sold all of our wholly owned generating assets during 1999 and, 
therefore. did not own any such properties in 2000 or 2001. We continue to own 50% of three peaking diesel 
combustion Nrbine units, located in Bloomington.. Illinois, with combined net capacity of 5,250 kW. State Farm 
Insurance Company owns the other 50% of these standby units. 

IVe currently own, but have contracted to sell to Trans-Elect as described above, an elecmc transmission 
system of 1,687 circuit miles. operating from 138.000 to 345.000 volts. We also own a distribution system that 
includes 37.708 circuit miles of overhead and underpound lines. All of our properties are located in the State of 
Illinois. 

\Ye own 755 miles of gas transmission pipeline and 7,543 miles of natural gas distribution pipe. 
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hUNAGEMENT 

The following t3bk jets forth certain information with respect to our current directors an 
officers: 
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xecutive 

Served with 
Illinoh Power 

Name - Age’ PoritianW Since 

Larry F. Altenbaumer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  54 Chief Executive Officer. 1970 

1985 

- - 
President and Director 

Controller 
Peggy E. Carter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  39 Vice President and 

Michxl R. blott 42 Senior Vice President 2002 
Kathryn L. Patton 38 Senior Vice President. zoo0 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

General Counsel and 
Secretary 

Daniel L. Dienstbier.. .................................. 62  Director 
Kenneth E. Randolph ................................... 46 Director 
Bruce A. Williamson . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  43 Director 

* As of September 30,2002 

2002 
2000 
2m2 

L;my F. Altenbaumer has served as our Chief Executive Officer since October 2002 and as our 
President since September 1999. iMr. Altenbaumer has served as a director of Winois Power and as Senior Vice 
President of Dynegy since February 2000, following the consummation of the Dynegy-Dliova merger. Mr. 
Altenbaumer previously served as Senior Vice President and Chief Financial Officer of Illinois Power from 1992 
until September 1999 and as Senior Vice President, Chief Financial Officer, Treasurer and Connoller of Illinova 
from June 1994 until September 1999. 

Peggy E. Carter has served as our Vice President since February 2000 and as our Controller since 
November 1999. Ms. Carter was elected to serve as Vice Resident of Illinois Power following the consummation 
of the Dynegy-Illinova merger. Ms. Carter previously served Illinois Power in various capacities from 1985, 
including Business Leader in Illinois Power’s accounting department from August 1994 until November 1999. 

Michael R. Mom has served as our Senior Vice President since November 2002. Mr. Mott also serves as 
Chief Accounting Officer. Senior Vice President and Controller of Dynegy. 1Mr. Mott joined Dynegy in 1995 as 
Director of Financial Reporting and was appointed to Vice President and Assistant Conholler in January 2000. 
Mr. Mott has served as Senior Vice President and Controller of Dynegy since Much 2001 and as Chief 
Accounting Officer since August 2002. Prior to joining Dynegy, ,W. Mott was employed by Price Waterhouse. 

Kathryn L. Patton has served as our General Counsel and Secretary since February 2000, following the 
consummation of the Dyne-q-nlinova merger. Ms. Pattsn also has served as Senior Vice President of Illinois 
Power and Vice President and Assistant General Counsel of Dynegy since July 2001, prior to which she served 
as Vice President of Illinois Power from February 2000 to July 2001. Ms. Patton previously served Dynegy as 
Director and Regulatory Counsel from May 1995 to Much 1999 and Senior Director and Regulatory Counsel 
from March 1999 until February 2000. - 

Daniel L. Dienstbier has served as a director of Illinois Power since June 2002 and as a director of 
Dynegy since 1995. He has served as Dynegy’s Chairman of the Board since September 2002 and served as its 
interim Chief Executive Officer from May 2002 to October 2002. He has over thnq years of experience in the 
oil and gas industry. He served as President and Chief Operating Officer of American Oil &Gas Corp. from 
October 1993 through July 1994, President and Chief Operating Officer of ArWa, Inc. from July 1992 through 
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October 1993.and President of Jule. Inc.. a private company involved in energy consulting and joint venture 
investments in the pipeline, gathering and exploration and production industries. from February 1991 through 
June 1992. Prior thereto. Mr. Dienstbier served as President and Chief Executive Officer of Dyco Perroleum 
Corp., and Executive Vice President of Diversified Energy from February 1989 through February 1991. In 
addition. he served as President of the Gas Pipeline Group of Enron COT. from July 1985 rhrough July 1988. Mr. 
Diensrbier is a former director of American Oil Sr Gas Corp.. AMs. Inc.. Enron C o p .  and Midwest Resources, 
and a former member of the Audit Committee of Northern Border Partners. L.P. 

Kennerh E. Randolph has served as a director o f  Illinois Power since F e b r u q  2000. following the 
consummation of the Dynegy-Illinova merger. Mr. Randolph also serves as Executive Vice President and 
General Counsel of Dynegy. He has served as Executive Vice President of D y e g y  since July 2001 and as 
General Counsel of Dynegy and its predecessor, Natural Gas Clearinghouse. referred to as “Clearinghouse.” 
since July 1987. In addition. he served as a member of [he Clearinghouse hlanagement Committee from May 
1989 through February 1994 and managed its marketing operations in the Western and Northwestern United 
States from July 1984 through July 1957. Prior to his employment with Clearinghouse, Mr. Randolph was 
associated with the Washington, D.C. office of Akin, Gump. Suauss, Hauer k Feld. L.L.P. 

Bruce A. Williamson has sen-ed as a director of Illinois Power since November 2002. Mr. Williamson 
also serves as President and Chief Executive Officer and as a director o f  Dynegy. Prior to joining Dynegy in 
October 2002. Mr. Williamson sen-ed as President and Chief Executive Officer of Duke Energy Global Markets. 
Prior to serving as President and C h e f  Executive Officer of Duke Energy Global Markets, Mr. Williamson 
served as President and Chief Executiye Officer of Duke Energy International since 1997. Following the Duke 
Power and PanEnergy Corporation merger in 1997. Mr. Williamson was senior vice president of business 
development and risk management. Prior to the merger, Mr. Williamson sened  3s vice president of finance for 
PanEnergy where he was responsible for corporate development. corporate-wide commodity risk management 
and strategic oversight of corporate treasury. Before joining PanEnergy. Mr. Williamson held positions of 
increasing responsibility at Royal DutcWShell Group, advancing over a ICyear period to assistant treasurer of 
Shell Oil Company. 
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CERT.Al3 RELATIONSHIPS .AND RELATED TIUNSACTIOXS 

All of our common stock is owned by Illinova Corporation. which is a wholly owned subsidiary of 
Dynegy Inc. A subsidiw of Chevronfexaco Corporation holds approximately 26.5% oi Dynegy's outstanding 
common stock and Sl.5 bil!ion of its Series B Mmdatorily Convertible Redeemable Preferred Stock. We also 
have six series of prefened jtock outstanding. 73% of which is owned by Illinova. 

Effective Ocrobsr 1. 1999. we transferred our wholly owned fossil generating asseIs and other 
generation-related assets and liabilities at net book value to Illinova in exchange for an unsecured note receivable 
of approximately $2.8 billion. Such assecs were subsequently contributed by Illinova to Illinova Power .Marketing 
Inc.. an Illinova subsidiary. Following the Dynegy-Illinova merger. Illinova Power Marketing was renamed 
Dynegy Midwest Generation and was sold by Illinova to Dynegy Inc. Dynegy subsequently contributed DMG to 
Dynegy Holdings Inc.. a Dynegy subsidiaq. Effective August 31. 2001. approximately S9 million uf additional 
fossil generation-related asjets were transferred to Illinova. and concurrenrly to DMG. and che unsecured note 
receivable was adjusted aczordingly. The note matures on September 30. 2009 and b e m  interest at an annual rate 
of 7.5%. due semiannuall) in April and October. At September 30. 2002. principal outstanding under the note 
receivable approximated 51.3 billion with no accrued interest due to the July 2002 prepayment of interest due 
October I. 2002 of approximarely $85 million. In each of September and Xovember 2002. Illinova prepaid 
interest of approximately S 14 million on the note receivable for the months of October and Xovember 2002, 
which interest was othemise due in April 2003. We recognized approximately $128 million of interest income 
from Illinova on the note for the first nine monchs of 2002. We recognize4 approximately SI27 million of interest 
income from Illinova on the note for the tint nine months of 2001. In the fourth quaner of 2001. Illinova 
accelerated the payment of accrued interest on the note receivable for the three months ended December 3 1, 2001 
in the amount of $43 million. 

We routinely conduct business with subsidiaries of Dynegy. These transactions include the purchase or 
sale of electlicity, natural gas and transmission services as well as certain other services. Operating revenue 
derived from transactions with affiliates approximated $26 million for the nine months ended September 30. 
2002. Operating revenue derived from transactions with affiliates approximated $27 million for the nine months 
ended September 30,2001. Operating revenue derived from transactions with affiliates approximated $32 million 
for 2001 and $40 million for 2000. Aggregate operating expenses charged by affiliates approximated $403 
million for the nine months ended September 30,2002. including $369 million for power purchased. Aggregate 
operating expenses charged by affiliates approximated $410 million for the nine months ended September 30. 
2001, including $349 million for power purchased. Aggregate operating expenses charged by affiliates in 2001 
approximated $527 million. including $450 million for power purchased. .kg:gegate operating expenses charged 
by affiliates in 2000 approximated 5628 million, including $558 million for power purchased. 

We have a power purchase agreement with DMG that provides us the right to purchase power from 
DMG for a primary term exrcnding through December 31,2004. The primary term may be extended on an 
annual basis, subject to concurrence by both panies and regulatory approvals. The power purchase agreement 
defines the terms and conditions under which DMG provides power and energy to us using a tiered pricing 
structure. With this mangement. we believe we have am adequate power supply For our expected load plus a 
reserve supply above that expected level. The power purchase agreement obligates DMG to provide power, at the 
same prices, up to the reseration amount. even if DMG has individual units unavailable at various times. Should 
power acquired under this ageement be insufficient to meet our load requirements, we will have to buy power 
from third parties at cunent market prices. 

c 

Effective January 1.2000. the Dynegy consolidated group, which includes us. began operating under a 
Services and Facilities Agreement whereby other Dynegy affiliates exchange services with us such as financial, 
legal, information technolo? and human resources as well as shared facility space. Our services are exchanged 
at fully distributed costs and revenue is not recorded under this agreement. We believe that the allocation method 
utilized under this agreement is reasonable and amounts charged under this agreement would result in costs to us 
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similar to costs we would have incurred for these semices on a stand-alone basis. This agreement also includes 
tax sharing provisions between us and Dynegy. The Services and Facilities Agreement can be terminated by 
either parry on 30 days’ notice, subject to ICC approval. 

On October 23,2002. the ICC issued an order approving a petition submitted by us to enter into an 
agreement with Dynegy and its affiliates that would allow for cenain payments due IO Dynegy under the Sewices 
and Facilities Agreement to be netted against ceruin payments due to us from Dynegy. should Dynegy or its 
affiliates iail to make payments due to us on or before their due dates. The agreement also allows Dynegy to net 
payments in the event we fail to make our required paynents to Dynegy. Additionally. under the terms of this 
petition and the ICC‘s approval, we may not pay any common dividend to Dynegy or its affiliates until our 
Mongsge Bonds are rated investment grade by Moody’s and Standard & Poor’s and specific approval is obtained 
from the ICC. The ICC also ,-tea our request. subject to cenain conditions, to advance funds to service interest 
on Illinova‘s senior notes in February 2003 if D y e g y  is not able to malic such payments and to repurchase our 
preferred stock held by Illinova in order to provide funds to pay interest on Illinova‘s senior notes due in August 
2003 and February 1004 if D y n e 3  is unable to malic such payments. Please read the risk factor titled “We are 
particularly susceptible to developments at Dynegy because we rely on an unsecured note receivable from 
Illinova for a substantial portion of our net cash provided by operating activities” for further discussion. 
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DESC 3!P'iIOS O F  THE OFFERED BONDS 

We are issuing the Offered B,'AA :iiitl:r ..I!: jimeral Mortgage Indenture and Deed ofTrust dated as of 
November 1. 1991 ithe "llongage") b . ' . . t c  : ' .  ..:I:! 3'iY Midwest Trust Company. as successor trustee to 
Harris Trust and Savings Bank (the 'Trustee"). as supplemented by various supplemental indentures, including 
the supplemental indenture relating to the Offered Bonds (the "Supplemental Indenture'.). The Offered Bonds 
will be secured by the lien of the Mortgage on our properties used or to be used in the generation. purchase. 
transmission. distribution and sale of electricity and natural gas. Please read .'-Security." 

The following summwies do not purpon to be complete and are subject to. and are qualified in their 
entirety by reference to. the Trust Indenture Act of 1939 (the 'Trust Indenture Act"). the Offered Bonds. the 
Mortgage and the Supplementd Indenture. We urge you to read the Mongage and the Supplemental indenture 
because they, and not this description. define your rights as holders of the Offered Bonds. 

The Offered Bonds have not been registercd under the Securities .Act and are subject to transfer 
restrictions. When issued. the Offered Bonds will be a new issue of securities with no established trading market. 
No assurance can be given 2s to the liquidity of the trading market for the Offered Bonds. 

This description makes use of defined terms in the Mortgage and the Supplemental Indenture 

Dates of Issue; Escrow of Proceeds of Delayed Delivery Bonds 

Offered Bonds in the aggregate principal amount of 5100.000.000 (the "Initial Delivery Bonds") will be 
issued and delivered. against payment of the issue price by the initial purchasers. on or about December 20,2002. 
and. subject to approval of the ICC. the Delayed Delivery Bonds will be issued and delivered on or before 
J m u q  31,2003. 

At the closing of this offering on or about December 20,2002. the initial purchasers will place into 
escrow the net proceeds of the offering of the Delayed Delivery Bonds (after deducting the initial purchasers' 
discount with respect to the Delayed Delivery Bonds but without deducting any expenses of the offering), 
pursuant to an Escrow Agreement with BNY Midwest Trust Company, as escrow agent (the "Escrow Agent"). 
The escrowed funds will be held by the Escrow Agent pursuant to the Escrow Agreement. While in escrow, the 
escrowed funds will be invested in temporary cash investments at the direction, and for the account, of the initial 
purchasers. 

If the Escrow Agent receives notice from us and the initial purchasers by January 31.2003 that the ICC 
has approved the issuance of the Delayed Delivery Bonds, then the Escrow Agent will release all escrowed funds 
to the initial purchasers upon delivery of an officer's certificate certifying that we have received such approval. 
and, concurrently with the release of such funds, we will issue the Delayed Delivery Bonds and deliver them to 
the initial purchasers. against payment to us of the issue price (plus an amount equal to the earnings on the 
escrowed funds paid over to the initial purchasers by the Escrow Agent but without accrued interest on the 
Delayed Delivery Bonds). We will have no rights to m y  escrowed funds prior to such a release. 

If the Escrow Agent has not received the notice from us and the initial purchasers referred to in the 
preced&g paragraph by January 31,2003, then it will release all escrowed funds (including any amounts earned 
thereon) to the initial purchasers and we will pay to the initial purchasers, for the benefit of the purchasers of the 
Offered Bonds, an mount  equal to the interest that would have accrued on the Delayed Delivery Bonds had they 
been issued on December 20,2002 less the earnings on the escrowed funds. The initial purchasers will then remit 
to the purchasers of the Offered Bonds such purchasers' pro rata portions of these funds together with an amount 
equal to their pro rata portions of the initial purchasers' discount, which amount had previously been retained by 
the initial purchasers. We will have no responsibility for the return of these funds to such purchasers. 
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